Nowadays the finance industry plays vital roles in supporting China's economic growth. This study examines impacts of ownership concentration and various ownership categories on the performance of the 28 listed financial institutions in China, between 1999 and 2009. Our results indicate that ownership concentration, legal person and foreign ownership do not improve financial institutions' performance while state ownership has negative impacts. However, these results are moderated by firm size. State and legal person ownerships have positive impacts on large financial institutions' performance because of their great public scrutiny and political pressure.
Introduction
China, the second largest economy in the world, has become an influential player in the global marketplace. The rapid economic growth relies heavily on support from its financial institutions. As an important pillar, financial institutions received great attention in the developed economies (Williams, 2003 Since 1995 China has introduced a series of legislation to build up the legal framework over its finance industry. A unique featured China's corporate governance system is its regulated ownership structure. The objective of this study is to examine whether financial institutions' performance is affected by the ownership concentration and various types of ownership. In the context of studying conflicts between the controlling shareholders and minority shareholders this study provides a comprehensive analysis of key factors that underlie ownership structure in Chinese financial institutions over a period of regulatory changes and ownership reforms during 1999 and 2009. Our results indicate that ownership concentration, legal person ownership and foreign ownership have no influence on profitability but state ownership has a negative impact. However, the management and controlling shareholders of large firms are more likely under greater public scrutiny and political pressure. We thus moderate the results by introducing firm size and find that state ownership and legal person ownership reveal positive impacts on firm performance.
The remainder of the paper is organized as follows. Section 2 reviews the literature regarding ownership structure and develops the corresponding hypotheses. Section 3 outlines the research method and describes variables. Section 4 presents the results and a discussion of these results. Section 5 comprises a brief conclusion.
Literature and Hypothesis
Based on the standard ownership classification system, the types of ownership in China are classified into the following categories: state, legal person, foreign, domestic individual, employee and management. When considering the impact of various types of ownership the ownership concentration is a key aspect. The level of ownership concentration demonstrates the distribution of power. Large companies face problems in the separation of ownership and control because they are managed by controlling shareholders and not by their professional managers (La Porta el al., 1999). Concentrated ownership of companies may reduce managers' freedom to take risks, make strategic decisions and take advantage of opportunities. High level of ownership concentration is expected to affect management incentive and corporate policy through the pressure that these investors can exert on managers (Brickley et al., 1988; Pound, 1988; Bushee, 1998) . Thus while a group of shareholders with a large total share of the equity might be more effective at monitoring management, their powers must be restrained to prevent them taking advantage of other shareholders (Clarke, 1998) . According to Morck et al. (1988) , Shleifer and Vishny (1997) and La Porta et al. (1999) , we hypothesize that the high ownership concentration provides both incentive and opportunity for controlling shareholders and managers to engage in expropriation from minority shareholders and results in a poor performance of a company.
Although China conducted its ownership reform in the 1990s towards privatization the state ownership is still a dominant feature of the ownership structure of many Chinese listed companies (Tam, 2002) , such state ownership resulted a negative impact on firm performance (Wei et al., 2005; Gunasekarage el al., 2007) . This agency problem may arise due to different perspectives between state and non-state shareholders. For example, the state shareholders often pursue on maintenance of social order and redistributing social wealth as their priority, rather than consideration of profitability for public investors (Xu and Wang, 1999) . Thus, we hypothesize that the high proportion of state ownership has a negative impact on firm performance.
The legal person shareholders represent another large proportion of ownership in Chinese listed companies (Sun and Tong, 2003) . Prior studies suggest that legal person shareholders enjoy much more autonomy than state shareholders, play a vital role in corporate governance and report a positive effect on firm performance (Xu and Wang, 1999; Qi et al., 2000; Tong, 2000, 2003; Peng, 2004) . For instance, Xu and Wang (1999) and Qi et al. (2000) argue that legal person shareholders have incentives to put pressure on listed firms to increase efficiency and maximize profits, and will closely monitor firm performance. However, as a sensitive industry in China, financial institutions are dominantly influenced by the state, thus the autonomy of legal person shareholders is doubtful. Accordingly, we hypothesize the proportion of legal person ownership has no impact on firm performance.
Unlike state and legal person ownership the primary objective of foreign ownership is to maximize profitability and shareholders' wealth. Prior studies conclude that foreign ownership has a positive impact on the firm performance of Chinese listed firms (Zhang et al., 2001; Wei et al., 2005) . However, the foreign shareholders have small stakes in Chinese financial institutions with an average of 3.9%. 1 It causes some difficulties in fulfilling their role to monitor the performance of managers. Consequently, we hypothesize the proportion of foreign ownership has no impact on firm performance.
Research Design

Sample and Data
This study employs an unbalanced data set during the period 1999-2009 comprising 139 firm-year observations. Our sample covers all 28 financial institutions listed on either the SHSE or the SZSE by the end of 2009. In this study, the corporate governance and financial data was retrieved through use of a database (Osiris) as well as manually collected from the annual report of each listed firm. The stock prices were also manually collected from the official websites of the SHSE and the SZSE.
Dependent Variables
In the corporate governance literature, there is debate over whether firm performance should be measured by use of profit ratios-Tobin's Q or ROA. Demsetz and Villalonga (2001) suggest that these measures differ in two ways. The first relates to the time horizon. Accounting profit ratios are backwards-looking measures of corporate performance, while Tobin's Q is a forward-looking measure. Accounting profit ratios are affected by accounting practices and emphasize management accomplishments, while Tobin's Q reveals the value investors assign to a firm's tangible and intangible assets based on predicted future revenue and cost streams. The second difference relates to who calculates the measure of firm performance. Accounting profit measures are commonly adopted by accountants constrained by accounting standards and accountability. The Tobin's Q measure is widely used by a community of investors constrained by their perceptions, including their acumen, optimism or pessimism. Demsetz and Villalonga (2001) believe that the later method is favoured by most economists, who have a better understanding of market constraints than of accounting constraints. As a consequence, we employ both ROE and Tobin's Q for this study in order to ascertain whether the results are consistent regardless of the measure of performance used. This approach is consistent with other prior empirical studies which have used both measures of accounting profit and Tobin's Q (Demsetz and
Independent Variables
The independent variables of ownership structure used to explain the firm performance of financial institutions consist of: (1) 
Control Variables
Control variables include firm size, firm age, leverage, price-earnings ratio and earnings per share. Firm size (FIRMSIZE) is measured by the natural logarithm of total assets, which is often found to have a significant impact on internal governance mechanisms. Firm age (FIRMAGE) measures the number of years since initial listing. Leverage (LEVERAGE) is measured as long-term debt to total assets ratio. Price-earnings ratio (PE) is equal to market value per share divided by earnings per share. Earnings per share (EPS) is calculated as the difference between net income and dividends on preferred stock divided by average outstanding shares.
Model Specification
The panel regression analysis is used to examine the relationship between firm performance and ownership structure and the moderation with firm size. Accordingly, the models are applied in testing hypotheses in the following forms: 
As shown in Table 1 Panel A, there are no correlations between independent variables that reach 0.8. However, a certain degree of multicollinearity may still exist even when the bivariate correlation coefficients are low. The reason is that one independent variable may be a linear function of a set of several of the other independent variables (Gujarati, 2003) . Hence, the presence of multicollinearity is also examined through estimation of the Variance Inflation Factor (VIF). 2 The results, reported in Table 1 Panel B, highlight that the largest VIF is 2.34 while the remainders are below 2.14. Thus, there is no evidence of a serious multicollinearity problem being present in the regression model. The Hausman test for a comparison between the random effects estimator and the fixed effects estimator was made. The test generates a 2  with degrees of freedom and probability (p-value). We found that the p-value is less than 0.05, thus the null hypothesis was rejected, which indicates that ordinary least squares (OLS) fixed effects estimator with the White cross-section covariance 3 should be used in this study.
Result and Discussion
Descriptive Statistics
The descriptive statistics presented in Table 2 provide a profile of the ownership characteristics of the listed Chinese financial institutions in our sample. With respect to performance indicators-TOBINSQ and ROA, the mean ratios are 1.387 and 0.016 respectively, with a range of 0.075 and 28.34 for TOBINSQ and -0.185 to 0.123 for ROA. Both mean and maximum ratios of TOBINSQ show that the market value of equity of a certain financial institution was very high due to its surging stock price. From this point we suggest that the financial institutions utilize the stock market as a means to benefit the controlling shareholders and expropriate the interests of minority shareholders, which is indicated in accordance with poor ROA. In light of ownership structure we find that the mean of ownership concentration (CONCEN) is 58.1%, with a range from 31% to as high as 86.5%. The means of state ownership (STATE) and legal person ownership (LEGALPERSON) are 22.7% and 29.5% respectively. However, the mean of foreign ownership (FOREIGN) is around 3.9% only. These statistics once again confirm that the controlling parties are the real beneficiaries from the latest financial reforms. Table 3 provides the panel data regression results of OLS fixed effect method to examine our hypotheses. These regression results report adjusted R 2 s of 0.7215 and 0.2651 for OLS regression using TOBINSQ and ROA respectively, and F-statistics for both models indicate that statistically significant components of the variation in the chosen of measures of TOBINSQ and ROA are explained by variation in the set of independent variables. 
Regression Analyses
where, TOBINSQ (the dependent variable) = market value of stock and book value of debt divided by book value of total assets; ROA (the dependent variable) = return on assets; CONCEN = ownership concentration, proportion of shares held by the largest shareholders; STATE = proportion of shares held by the state; LEGALPERSON = proportion of shares held by legal person/entity; FOREIGN = proportion of shares held by foreign shareholders; FIRMSIZE = natural logarithm of book value of total assets at the end of fiscal year; FIRMAGE = years since initial listing; LEVERAGE = measured as long-term debt to total assets ratio; PE = pricie-earings ration is measured as market value per share divided by earnings per share; EPS = earnings per share is calculated as the difference between net income and dividends on preferred stock divided by average outstanding shares Notes: a The panel data set is unbalanced because it includes some firms were listed between 2000 and 2009.
b Hausman test for a comparison between the random effects estimator and the fixed effects estimator was made. The test generates a 2  statistic with degrees of freedom and probability (p-value). We found that p-value is less than 0.05, thus the null hypothesis was rejected, which means that fixed effects estimator should be used. c Two-tailed p-values are used in determining significance: * if p < 0.05; ** if p < 0.01; *** if p < 0.001.
In terms of independent variables, first, we find that ownership concentration (CONCEN) has no impact on firm performance measured by TOBINSQ and ROA. Thus, our hypothesis is not supported. An explanation of this consequence is that controlling shareholders are not concerned about firm performance as most shares owned by either the state or the legal persons or both in Chinese financial institutions, the other shareholders cannot thus officiate their duties of monitoring and supervising efficiently within the highly concentrated financial environment. Second, regarding to state ownership (STATE) we are not surprised to learn the hypothesis is supported which shows a negative impact on firm performance measured by TOBINSQ. State shares are retained by the State Asset Management Bureau (SAMB) of the central or provincial governments or their agencies and are not usually allowed to be publicly traded. The character of this type of ownership allows them to revise the primary objective of investment and compromise with other social orders, such as increasing employment and redistributing wealth. Third, our hypothesis regarding legal person ownership (LEGALPERSON) is supported. The legal person shares are held by domestic institutional investors and influenced by the state ultimately, therefore they, as state shareholders, weaken managerial incentives to achieve the goal of profit maximization.
Last, our hypothesis regarding foreign ownership (FOREIGN) is also supported. We conclude that foreign shareholders have difficulties to carry out their role of overseeing the performance of the management because of small stakes in Chinese financial institutions.
In terms of control variables, FIRMSIZE shows a significant and negative relationship with TOBINSQ. The interpretation for the negative impact is that the management and controlling shareholders of Chinese financial institutions are less concerned about the forward-looking performance measure, Tobin's Q, as they know that the minority shareholders have no other choices and have to invest in these highly concentrated listed financial companies predominated by the state and/or legal entities. FIRMAGE reveals a significant and positive impact on TOBINSQ, means that the longer listing financial institutions take advantage of their historical reputation attracting more investment from the market. Other control variables (LEVERAGE/PE/EPS) show significant and positive impacts on both TOBINSQ and ROA (except PE) and indicate that financial institutions are concerned with the market response from their debtholders and investors.
Robustness Check
In order to check the robustness of the results that we find above, this study also include a sensitivity analysis. We use a moderate variable -FIRMSIZE, and argue that in large financial institutions the management and controlling shareholders are under greater public scrutiny than in smaller institutions, therefore they have greater incentives to mitigate political costs and manage financial performance (Watts and Zimmerman, 1986 ). We expect that there are interactions between FIRMSIZE and the factors of ownership structure.
As shown in Table 4 after interactions with FIRMSIZE the ownership concentration (CONCEN) reveals a significant and negative relationship on TOBINSQ. This negative effect arises from agency problem, involving expropriation from minority shareholders by controlling shareholders in emerging economies, such as China. The interactions with FIRMSIZE and state ownership (STATE) and legal person (LEGALPERSON) are also supported, and both of them have positive impacts on TOBINSQ and ROA. We conclude that large Chinese financial institutions are motivated to improve firm performance because the management becomes concerned about political threats or regulatory intrusions from the various regulatory bodies in China, such as the CBRC, the CIRC and the CSRC. Last, the robustness check does not show that FIRMSIZE has an interaction of foreign ownership (FOREIGN) on firm performance. A possible explanation is that the low average level of shareholding by foreign investors does not allow them to effectively enhance corporate governance and improving firm performance. 
where, TOBINSQ (the dependent variable) = market value of stock and book value of debt divided by book value of total assets; ROA (the dependent variable) = return on assets; CONCEN = ownership concentration, proportion of shares held by the largest shareholders; STATE = proportion of shares held by the state; LEGALPERSON = proportion of shares held by legal person/entity; FOREIGN = proportion of shares held by foreign shareholders; FIRMSIZE = natural logarithm of book value of total assets at the end of fiscal year; FIRMAGE = years since initial listing; LEVERAGE = measured as long-term debt to total assets ratio; PE = price-earnings ratio is measured as market value per share divided by earnings per share; EPS = earnings per share is calculated as the difference between net income and dividends on preferred stock divided by average outstanding shares Notes: a The panel data set is unbalanced because it includes some firms were listed between 2000 and 2009. b Hausman test for a comparison between the random effects estimator and the fixed effects estimator was made. The test generates a 2  statistic with degrees of freedom and probability (p-value). We found that p-value is less than 0.05, thus the null hypothesis was rejected, which means that fixed effects estimator should be used. c Two-tailed p-values are used in determining significance: * if p < 0.05; ** if p < 0.01; *** if p < 0.001.
Conclusion
The objective of this study was to examine whether financial institutions' performance is affected by the ownership concentration and various types of ownership. We used a panel data set comprising of all 28 financial institutions in China with a total of 139 firm-year observations over 1999 and 2009. Our findings suggested that only state ownership shows a negatively related to the performance of Chinese financial institutions, while ownership concentration, legal person ownership and foreign ownership have no impacts. However, these findings have been moderated by firm size. The interactions with state ownership and legal person ownership demonstrate positive impacts on firm performance due to greater public scrutiny and political pressure on large financial institutions. Several implications can be drawn from this study. The core of ownership reforms in Chinese finance industry is to introduce modern management and corporate governance concepts to improve its efficiency and performance, so as to avoid repeated bailouts by the government. First, the ownership of Chinese financial institutions is still highly concentrated and results in low efficiency and poor performance. Second, the real beneficiaries of finance industry ownership reforms are the state and legal person shareholders. From the perspective of secondary market, minority shareholders lack confidence to invest in financial institutions' future. Last and importantly, the outset expectation of introducing foreign ownership was to bring the improvement of the corporate governance, technological advancement and risk management practices of financial institutions (Dobson and Kashyap, 2006) . But financial institutions did not achieve this core objective because of the poor proportion of foreign investment. To extend these implications we predict possible future bailouts by the Chinese government due to its inadequate financial reforms.
Endnotes
1 According to China Banking Regulatory Commission (CBRC 2003) No. 6 Decree the proportion of shares held by a foreign institution has been restricted to no more than 20% and aggregated foreign ownership no more than 25% (Xu and Lin, 2007) . 2 The critical value of the VIF to test for multicollinearity is 10. Gujarati (2003) suggests that there is no evidence of multicollinearity unless the VIF of a variable exceeds 10. All values used in this study were well below this critical level. 3 Heterokedasticity is very common in panel data (Baltagi, 2005) . In this study we use the Breusch-Pagan Lagrange Multiplier (LM) test to detect heteroskedasticity. The results indicate that all models, measured by TOBINSQ and ROA, encounter a unknown nature of heteroskasticity. Thus, heterokedasticity robust standard errors are computed so that the t-and Fstatistics remain valid (Wooldridge, 2006) . The standard errors in the regression analyses of this study are corrected by using the White cross-section covariance method.
